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prices are lacking, then the fair mar-
ket value is to be determined by taking
the following factors into comnsider-
ation:

(1) In the case of corporate or other
bonds, the soundness of the security,
the interest yield, the date of matu-
rity, and other relevant factors; and

(2) In the case of shares of stock, the

company’s net worth, prospective earn-
ing power and dividend-paying capac-
ity, and other relevant factors.
Some of the ‘‘other relevant factors”
referred to in subparagraphs (1) and (2)
of this paragraph are: The goodwill of
the business; the economic outlook in
the particular industry; the company’s
position in the industry and its man-
agement; the degree of control of the
business represented by the block of
stock to be valued; and the values of
securities of corporations engaged in
the same or similar lines of business
which are listed on a stock exchange.
However, the weight to be accorded
such comparisons or any other evi-
dentiary factors considered in the de-
termination of a value depends upon
the facts of each case. Complete finan-
cial and other data upon which the
valuation is based should be submitted
with the return, including copies of re-
ports of any examinations of the com-
pany made by accountants, engineers,
or any technical experts as of or near
the date of the gift.

[T.D. 6334, 23 FR 8904, Nov. 15, 1958; 256 FR
14021, Dec. 31, 1960, as amended by T.D. 7327,
39 FR 35355, Oct. 1, 1974; T.D. 7432, 41 FR
38769, Sept. 13, 1976]

§25.2512-3 Valuation of
businesses.

(a) Care should be taken to arrive at
an accurate valuation of any interest
in a business which the donor transfers
without an adequate and full consider-
ation in money or money’s worth. The
fair market value of any interest in a
business, whether a partnership or a
proprietorship, is the net amount
which a willing purchaser, whether an
individual or a corporation, would pay
for the interest to a willing seller, nei-
ther being under any compulsion to
buy or to sell and both having reason-
able knowledge of the relevant facts.
The net value is determined on the
basis of all relevant factors including—

interest in
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(1) A fair appraisal as of the date of
the gift of all the assets of the busi-
ness, tangible and intangible, including
good will;

(2) The demonstrated earning capac-
ity of the business; and

(3) The other factors set forth in
paragraph (f) of §25.2512-2 relating to
the valuation of corporate stock, to the
extent applicable.

Special attention should be given to
determining an adequate value of the
good will of the business. Complete fi-
nancial and other data upon which the
valuation is based should be submitted
with the return, including copies of re-
ports of examinations of the business
made by accountants, engineers, or any
technical experts as of or near the date
of the gift.
(b) [Reserved]

§25.2512-4 Valuation of notes.

The fair market value of notes, se-
cured or unsecured, is presumed to be
the amount of unpaid principal, plus
accrued interest to the date of the gift,
unless the donor establishes a lower
value. Unless returned at face value,
plus accrued interest, it must be shown
by satisfactory evidence that the note
is worth less than the unpaid amount
(because of the interest rate, or date of
maturity, or other cause), or that the
note is uncollectible in part (by reason
of the insolvency of the party or par-
ties liable, or for other cause), and that
the property, if any, pledged or mort-
gaged as security is insufficient to sat-
isfy it.

§25.2512-5 Valuation of annuities,
unitrust interests, interests for life
or term of years, and remainder or
reversionary interests.

(a) In general. Except as otherwise
provided in paragraph (b) of this sec-
tion and §25.7520-3(b), the fair market
value of annuities, unitrust interests,
life estates, terms of years, remainders,
and reversions transferred by gift is
the present value of the interests de-
termined under paragraph (d) of this
section. Section 20.2031-7 of this chap-
ter (Estate Tax Regulations) and re-
lated sections provide tables with
standard actuarial factors and exam-
ples that illustrate how to use the ta-
bles to compute the present value of
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ordinary annuity, life, and remainder
interests in property. These sections
also refer to standard and special actu-
arial factors that may be necessary to
compute the present value of similar
interests in more unusual fact situa-
tions. These factors and examples are
also generally applicable for gift tax
purposes in computing the values of
taxable gifts.

(b) Commercial annuities and insurance
contracts. The value of life insurance
contracts and contracts for the pay-
ment of annuities issued by companies
regularly engaged in their sale is deter-
mined under §25.2512-6.

(c) Actuarial valuations. The present
value of annuities, unitrust interests,
life estates, terms of years, remainders,
and reversions transferred by gift after
April 30, 1999, is determined under
paragraph (d) of this section. The
present value of annuities, unitrust in-
terests, life estates, terms of years, re-
mainders, and reversions transferred
by gift before May 1, 1999, is deter-
mined under the following sections:

Transfers Applicable
After Before regulations
01-01-52 | 25.2512-5A(a)

12-31-51 01-01-71 | 25.2512-5A(b)
12-31-70 ... 12-01-83 | 25.2512-5A(c)
11-30-83 ... 05-01-89 | 25.2512-5A(d)
04-30-89 05-01-99 | 25.2512-5A(e)

(d) Actuarial valuations after April 30,
1999—(1) In general. Except as otherwise
provided in paragraph (b) of this sec-
tion and §25.7520-3(b) (relating to ex-
ceptions to the use of prescribed tables
under certain circumstances), if the
valuation date for the gift is after
April 30, 1999, the fair market value of
annuities, life estates, terms of years,
remainders, and reversions transferred
after April 30, 1999, is the present value
of such interests determined under
paragraph (d)(2) of this section and by
use of standard or special section 7520
actuarial factors. These factors are de-
rived by using the appropriate section
7520 interest rate and, if applicable, the
mortality component for the valuation
date of the interest that is being val-
ued. See §§25.7520-1 through 25.7520-4.
The fair market value of a qualified an-
nuity interest described in section
2702(b)(1) and a qualified unitrust inter-
est described in section 2702(b)(2) is the
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present value of such interests deter-
mined under §25.7520-1(c).

(2) Specific interests. When the donor
transfers property in trust or otherwise
and retains an interest therein, gen-
erally, the value of the gift is the value
of the property transferred less the
value of the donor’s retained interest.
However, if the donor transfers prop-
erty after October 8, 1990, to or for the
benefit of a member of the donor’s fam-
ily, the value of the gift is the value of
the property transferred less the value
of the donor’s retained interest as de-
termined under section 2702. If the
donor assigns or relinquishes an annu-
ity, life estate, remainder, or reversion
that the donor holds by virtue of a
transfer previously made by the donor
or another, the value of the gift is the
value of the interest transferred. How-
ever, see section 2519 for a special rule
in the case of the assignment of an in-
come interest by a person who received
the interest from a spouse.

(i) Charitable remainder trusts. The
fair market value of a remainder inter-
est in a pooled income fund, as defined
in §1.642(c)-5 of this chapter, is its
value determined under §1.642(c)-6(e) of
this chapter (see §1.642(c)-6A for cer-
tain prior periods). The fair market
value of a remainder interest in a char-
itable remainder annuity trust, as de-
scribed in §1.664-2(a) of this chapter, is
its present value determined under
§1.664-2(c) of this chapter. The fair
market value of a remainder interest
in a charitable remainder unitrust, as
defined in §1.664-3 of this chapter, is its
present value determined under §1.664—
4(e) of this chapter. The fair market
value of a life interest or term for
years in a charitable remainder
unitrust is the fair market value of the
property as of the date of transfer less
the fair market value of the remainder
interest, determined under §1.664—
4(e)(4) and (b) of this chapter.

(ii) Ordinary remainder and rever-
sionary interests. If the interest to be
valued is to take effect after a definite
number of years or after the death of
one individual, the present value of the
interest is computed by multiplying
the value of the property by the appro-
priate remainder interest actuarial fac-
tor (that corresponds to the applicable
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section 7520 interest rate and remain-
der interest period) in Table B (for a
term certain) or the appropriate Table
S (for one measuring life), as the case
may be. Table B is contained in
§20.2031-7(d)(6) of this chapter and
Table S (for one measuring life when
the valuation date is after April 30,
1999) is included in §20.2031-7(d)(7) of
this chapter and Internal Revenue
Service Publication 1457. See §20.2031-
TA(e)(4) of this chapter containing
Table S and Life Table 80CNSMT for
valuation of interests after April 30,
1989, and before May 1, 1999. For infor-
mation about obtaining actuarial fac-
tors for other types of remainder inter-
ests, see paragraph (d)(4) of this sec-
tion.

(iii) Ordinary term-of-years and life in-
terests. If the interest to be valued is
the right of a person to receive the in-
come of certain property, or to use cer-
tain nonincome-producing property, for
a term of years or for the life of one in-
dividual, the present value of the inter-
est is computed by multiplying the
value of the property by the appro-
priate term-of-years or life interest ac-
tuarial factor (that corresponds to the
applicable section 7520 interest rate
and term-of-years or life interest pe-
riod). Internal Revenue Service Publi-
cation 1457 includes actuarial factors
for an interest for a term of years in
Table B and for the life of one indi-
vidual in Table S (for one measuring
life when the valuation date is after
April 30, 1999). However, term-of-years
and life interest actuarial factors are
not included in Table B in §20.2031-
7(d)(6) or Table S in §20.2031-7(d)(7) (or
in §20.2031-7A(e)(4)) of this chapter. If
Internal Revenue Service Publication
1457 (or any other reliable source of
term-of-years and life interest actu-
arial factors) is not conveniently avail-
able, an actuarial factor for the inter-
est may be derived mathematically.
This actuarial factor may be derived by
subtracting the correlative remainder
factor (that corresponds to the applica-
ble section 7520 interest rate) in Table
B (for a term of years) in §20.2031-
7(d)(6) of this chapter or in Table S (for
the life of one individual) in §20.2031-
7(d)(7) of this chapter, as the case may
be, from 1.000000. For information
about obtaining actuarial factors for
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other types of term-of-years and life in-
terests, see paragraph (d)(4) of this sec-
tion.

(iv) Annuities. (A) If the interest to be
valued is the right of a person to re-
ceive an annuity that is payable at the
end of each year for a term of years or
for the life of one individual, the
present value of the interest is com-
puted by multiplying the aggregate
amount payable annually by the appro-
priate annuity actuarial factor (that
corresponds to the applicable section
7520 interest rate and annuity period).
Internal Revenue Service Publication
1457 includes actuarial factors in Table
B (for an annuity payable for a term of
years) and in Table S (for an annuity
payable for the life of one individual
when the valuation date is after April
30, 1999). However, annuity actuarial
factors are not included in Table B in
§20.2031-7(d)(6) of this chapter or Table
S in §20.2031-7(d)(7) (or in §20.2031-
TA(e)(4)) of this chapter. If Internal
Revenue Service Publication 1457 (or
any other reliable source of annuity ac-
tuarial factors) is not conveniently
available, an annuity factor for a term
of years or for one life may be derived
mathematically. This annuity factor
may be derived by subtracting the ap-
plicable remainder factor (that cor-
responds to the applicable section 7520
interest rate and annuity period) in
Table B (in the case of a term-of-years
annuity) in §20.2031-7(d)(6) of this chap-
ter or in Table S (in the case of a one-
life annuity) in §20.2031-7(d)(7) of this
chapter, as the case may be, from
1.000000 and then dividing the result by
the applicable section 7520 interest rate
expressed as a decimal number. See
§20.2031-7(d)(2)(iv) of this chapter for an
example that illustrates the computa-
tion of the present value of an annuity.

(B) If the annuity is payable at the
end of semiannual, quarterly, monthly,
or weekly periods, the product ob-
tained by multiplying the annuity fac-
tor by the aggregate amount payable
annually is then multiplied by the ap-
plicable adjustment factor set forth in
Table K in §20.2031-7(d)(6) of this chap-
ter at the appropriate interest rate
component for payments made at the
end of the specified periods. The provi-
sions of this paragraph (d)(2)(iv)(B) are
illustrated by the following example:
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Example. In July, the donor agreed to pay
the annuitant the sum of $10,000 per year,
payable in equal semiannual installments at
the end of each period. The semiannual in-
stallments are to be made on each December
31st and June 30th. The annuity is payable
until the annuitant’s death. On the date of
the agreement, the annuitant is 68 years and
5 months old. The donee annuitant’s age is
treated as 68 for purposes of computing the
present value of the annuity. The section
7520 rate on the date of the agreement is 10.6
percent. Under Table S in §20.2031-7(d)(7) of
this chapter, the factor at 10.6 percent for de-
termining the present value of a remainder
interest payable at the death of an indi-
vidual aged 68 is .29691. Converting the re-
mainder factor to an annuity factor, as de-
scribed above, the annuity factor for deter-
mining the present value of an annuity
transferred to an individual age 68 is 6.6329
(1.00000 minus .29691 divided by .106). The ad-
justment factor from Table K in §20.2031-
7(d)(6) of this chapter in the column for pay-
ments made at the end of each semiannual
period at the rate of 10.6 percent is 1.0258.
The aggregate annual amount of the annu-
ity, $10,000, is multiplied by the factor 6.6329
and the product multiplied by 1.0258. The
present value of the donee’s annuity is,
therefore, $68,040.29 ($10,000 x 6.6329 x 1.0258).

(C) If an annuity is payable at the be-
ginning of annual, semiannual, quar-
terly, monthly, or weekly periods for a
term of years, the value of the annuity
is computed by multiplying the aggre-
gate amount payable annually by the
annuity factor described in paragraph
(A)(2)(Gv)(A) of this section; and the
product so obtained is then multiplied
by the adjustment factor in Table J in
§20.2031-7(d)(6) of this chapter at the
appropriate interest rate component
for payments made at the beginning of
specified periods. If an annuity is pay-
able at the beginning of annual, semi-
annual, quarterly, monthly, or weekly

(10000 -.21669) — (.392624 x (71357/85537) x (100000 —34762))
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periods for one or more lives, the value
of the annuity is the sum of the first
payment plus the present value of a
similar annuity, the first payment of
which is not to be made until the end
of the payment period, determined as
provided in paragraph (d)(2)(iv)(B) of
this section.

(v) Annuity and unitrust interests for a
term of years or until the prior death of
an individual—(A) Annuity interests. The
present value of an annuity interest
that is payable until the earlier to
occur of the lapse of a specific number
of years or the death of an individual
may be computed with values from the
tables in §20.2031-7(d)(6) and (d)(7) of
this chapter as described in the fol-
lowing example:

Example. The donor transfers $100,000 into a
trust and retains the right to receive an an-
nuity from the trust in the amount of $6,000
per year, payable in equal semiannual in-
stallments at the end of each period. The
semiannual installments are to be made on
each June 30th and December 31st. The annu-
ity is payable for 10 years or until the do-
nor’s prior death. At the time of the transfer,
the donor is 59 years and 6 months old. The
donor’s age is taken as 60 for purposes of
computing the present value of the retained
annuity. The section 7520 rate for the month
in which the transfer occurred is 9.8 percent.
The present value of the donor’s retained in-
terest is $35,709.13, determined as follows:

TABLE S value at 9.8 percent, age

B0 e .21669
TABLE S value at 9.8 percent, age

T0 et .34762
TABLE 90CM value at age 70 .......... 71357
TABLE 90CM value at age 60 .......... .85537
TABLE B value at 9.8 percent, 10

VEATLS trnerirereniririenenerireserereneraenanns 392624
TABLE K value at 9.8 percent ........ 1.0239

Factor for donor’s retained interest at 9.8
percent:

.098

Present value of donor’s retained interest:
(86,000 x 5.8126 x 1.0239)...$35,709.13

(B) Unitrust interests. The present
value of a unitrust interest that is pay-
able until the earlier to occur of the
lapse of a specific number of years or
the death of an individual may be com-

=58126

puted with values from the tables in
§§1.664-4(e)(6) and (e)(7) and §20.2031-
7(d)(7) of this chapter as described in
the following example:

Example. The donor who, as of the nearest
birthday, is 60 years old, transfers $100,000 to
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a unitrust on January 1st. The trust instru-
ment requires that each year the trust pay
to the donor, in equal semiannual install-
ments on June 30th and December 31st, 6 per-
cent of the fair market value of the trust as-
sets, valued as of January 1lst each year, for
10 years or until the prior death of the donor.
The section 7520 rate for the January in
which the transfer occurred is 9.8 percent.
Under Table F(9.8) in §1.664-4(e)(6) of this
chapter, the appropriate adjustment factor is
19325639 for semiannual payments payable at
the end of the semiannual period. The ad-
justed payout rate is 5.595 percent (6% x
.932539). The present value of the donor’s re-
tained interest is $40,848.00 determined as fol-
lows:

TABLE U() value at 5.6 percent,

AZE B0 .o 356375
TABLE U() value at 5.6 percent,
AZE TO o 49342
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TABLE 90CM value at age 70 .......... 71357
TABLE 90CM value at age 60 .......... 85537
TABLE D value at 5.6 percent, 10

FEATS tririneniierereneeeererenereneearasaanns .561979

Factor for donor’s retained interest at 5.6
percent:

(1.000000 — .35375) — (.561979 x (71357/85537) X
(1.000000 — .49342)) = .40876

TABLE U() value at 5.4 percent,

AZE B0 e .36542
TABLE U() value at 5.4 percent,

AZE TO i .50473
TABLE 90CM value at age 70 . . 71357
TABLE 90CM value at age 60 .......... 85537
TABLE D value at 5.4 percent, 10

FEOATS evuiiieiineiiieeiieeeieeeieeieeieeaans .573999

Factor for donor’s retained interest at 5.4
percent:

(1.000000-.36542) — (573999 x (71357/85537) x (1000000 ~50473)) =-39742

Difference (.40876-.39742). . .

Interpolation adjustment:

5595%-54% _ X

0.2% 01134

x = .01106
Factor at 5.4 percent, age 60 ........... 39742
Plus: Interpolation adjustment ...... 01106
Interpolated Factor .............cceeenee. 40848

Present value of donor’s retained interest:
($100,000 x .40848).......... $40,848.00

(3) Transitional rule. If the valuation
date of a transfer of property by gift is
after April 30, 1999, and before July 1,
1999, the fair market value of the inter-
est transferred is determined by use of
the section 7520 interest rate for the
month in which the valuation date oc-
curs (see §§25.7520-1(b) and 25.7520-
2(a)(2)) and the appropriate actuarial
tables under either paragraph (d)(2) of
this section or §25.2512-5A(e), at the op-
tion of the donor. However, with re-
spect to each individual transaction
and with respect to all transfers occur-
ring on the valuation date, the donor
must use the same actuarial tables (for

.01134

example, gift and income tax chari-
table deductions with respect to the
same transfer must be determined
based on the same tables, and all trans-
fers made on the same date must be
valued based on the same tables).

(4) Publications and actuarial computa-
tions by the Internal Revenue Service.
Many standard actuarial factors not
included in §§20.2031-7(d)(6) or (d)(7) of
this chapter are included in Internal
Revenue Service Publication 1457,
‘““Actuarial Values, Book Aleph,” (7-
1999). Internal Revenue Service Publi-
cation 1457 also includes examples that
illustrate how to compute many spe-
cial factors for more unusual situa-
tions. A copy of this publication is
available for purchase from the Super-
intendent of Documents, United States
Government Printing Office, Wash-
ington, DC 20402. See §25.2512-5A for
publications containing actuarial fac-
tors for valuing interests for which the
valuation date is before May 1, 1999. If
a special factor is required in the case
of a completed gift, the Service may
furnish the factor to the donor upon a
request for a ruling. The request for a
ruling must be accompanied by a reci-
tation of the facts including a state-
ment of the date of birth for each
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measuring life, the date of the gift, any
other applicable dates, and a copy of
the will, trust, or other relevant docu-
ments. A request for a ruling must
comply with the instructions for re-
questing a ruling published periodi-
cally in the Internal Revenue Bulletin
(see §§601.201 and 601.601(d)(2)(ii)(b) of
this chapter) and include payment of
the required user fee.

(e) Effective dates. This section ap-
plies after April 30, 1999.

[T.D. 8540, 59 FR 30174, June 10, 1994, as
amended by T.D. 8819, 64 FR 23224, Apr. 30,
1999; T.D. 8886, 65 FR 36940, June 12, 2000; 65
FR 39470, June 26, 2000; 65 FR 58222, Sept. 28,
2000]

§25.2512-6 Valuation of certain life in-
surance and annuity contracts;
valuation of shares in an open-end
investment company.

(a) Valuation of certain life insurance
and annuity contracts. The value of a
life insurance contract or of a contract
for the payment of an annuity issued
by a company regularly engaged in the
selling of contracts of that character is
established through the sale of the par-
ticular contract by the company, or
through the sale by the company of
comparable contracts. As valuation of
an insurance policy through sale of
comparable contracts is not readily as-
certainable when the gift is of a con-
tract which has been in force for some
time and on which further premium
payments are to be made, the value
may be approximated by adding to the
interpolated terminal reserve at the
date of the gift the proportionate part
of the gross premium last paid before
the date of the gift which covers the
period extending beyond that date. If,
however, because of the unusual nature
of the contract such approximation is
not reasonably close to the full value,
this method may not be used. The fol-
lowing examples, so far as relating to
life insurance contracts, are of gifts of
such contracts on which there are no
accrued dividends or outstanding in-
debtedness.

Example (1). A donor purchases from a life
insurance company for the benefit of another
a life insurance contract or a contract for
the payment of an annuity. The value of the
gift is the cost of the contract.

Example (2). An annuitant purchased from
a life insurance company a single payment

§25.2512-6

annuity contract by the terms of which he
was entitled to receive payments of $1,200 an-
nually for the duration of his life. Five years
subsequent to such purchase, and when of
the age of 50 years, he gratuitously assigns
the contract. The value of the gift is the
amount which the company would charge for
an annuity contract providing for the pay-
ment of $1,200 annually for the life of a per-
son 50 years of age.

Example (3). A donor owning a life insur-
ance policy on which no further payments
are to be made to the company (e.g., a single
premium policy or paid-up policy) makes a
gift of the contract. The value of the gift is
the amount which the company would
charge for a single premium contract of the
same specified amount on the life of a person
of the age of the insured.

Example (4). A gift is made four months
after the last premium due date of an ordi-
nary life insurance policy issued nine years
and four months prior to the gift thereof by
the insured, who was 35 years of age at date
of issue. The gross annual premium is $2,811.
The computation follows:

Terminal reserve at end of tenth year ... $14,601.00
Terminal reserve at end of ninth year .. 12,965.00
INCrEASE ...ocveeceiieiic 1,636.00
One-third of such increase (the gift having been
made four months following the last preceding
premium due date), iS ......ccceeververirirreniiineens 545.33
Terminal reserve at end of ninth year 12,965.00
Interpolated terminal reserve at date of gift ........ 13,510.33
Two-thirds of gross premium ($2,811) ..... 1,874.00
Value of the gift ......ccoooeeieiiis 15,384.33

Example (5). A donor purchases from a life
insurance company for $15,198, a joint and
survivor annuity contract which provides for
the payment of $60 a month to the donor dur-
ing his lifetime, and then to his sister for
such time as she may survive him. The pre-
mium which would have been charged by the
company for an annuity of $60 monthly pay-
able during the life of the donor alone is
$10,690. The value of the gift is $4,508 ($15,198
less $10,690).

(b) Valuation of shares in an open-end
investment company. (1) The fair market
value of a share in an open-end invest-
ment company (commonly known as a
“mutual fund’’) is the public redemp-
tion price of a share. In the absence of
an affirmative showing of the public re-
demption price in effect at the time of
the gift, the last public redemption
price quoted by the company for the
date of the gift shall be presumed to be
the applicable public redemption price.
If there is no public redemption price
quoted by the company for the date of
the gift (e.g., the date of the gift is a

551



